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Ms. Keene 's  testimony will provide support for the  Settlement Agreement filed
on May 29, 2008, by addressing Me following sections of the Settlement Agreement:

Section VIII. Renewable  Energy Adjustor,
Section IX. Demand-Side Management Programs and Adjustor,
Section XVII. Rules and Regulations, and
Section XVIII. Additional Tariff Filings  (including partia l requirements  service

tariffs, intenuptible tariff, demand response, and bill estimation).

Her testimony also responds to Commissioner Mayes' letter of May 20, 2008, in
regard to the topics of partial requirements service tariffs, demand response, and demand-
side management for Tucson Electric Power.

Additionally, Ms. Keene will address Staffs  response to the direct testimony of
Mr. Jeff Schlegel of the Southwest Energy Efficiency Project in regard to DSM program
spending increases and a Performance Incentive.
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Mr. S mith 's  te s timony in  s upport of the  S e ttle me nt a ddre s s e s  the  fo llowing
sections of the  Se ttlement Agreement:

v

11.
111.
I v .
v .
VI.
VII.
XV.
XIX.

Rate Increase
Ratemaking Treatment of TEP's Generation Assets and Fuel Costs
Cost of Capital
Depreciation and Cost of Removal
Implementation Cost Recovery Asset
Purchased Power and Fuel Adjustment Clause
Fixed CTC True-Up Revenues
Fuel Audit

The findings and recommendations  foreach of these  a reas  a re  as  follows:

IL Ra te Increase . For Se ttlement pLu'poses , S ta ff, TEP, and a  number of othe r pa rtie s  to
this  ra te  ca se  have  agreed to a  ra te  increase  tha t would provide  TEP with approxima te ly
$828.2 million of base  ra te  revenue  pe r yea r. As  shown on Se ttlement Exhibit 3, page  1,
this  $828.2 million is  a pproxima te ly a  6 pe rce nt incre a se  ove r TEP 's  curre nt re ve nue  of
$781.1 million. In dolla r te rms , the  ba s e  ra te  incre a s e  ove r TEP 's  curre nt re ve nue  is
a pproxima te ly $47.1 million. This  is  a lso a ddre sse d in Pa ra gra ph 2.3 of the  Se ttle me nt.
As  s hown on S e ttle me nt Exhibit No. 2, pa ge  2 of 5, TEP 's  curre nt re ve nue s  include
a pproxima te ly $89.6 million for Fixe d CTC.

As  de s cribe d in  P a ra gra ph 2.1  of the  S e ttle me nt, the  pa rtie s  a gre e d to  a n Arizona
juris d ic tiona l fa ir va lue  ra te  ba s e  for the  te s t ye a r e nd ing  De ce mbe r 31 , 2006 , o f
a pproxima te ly $1.452 billion, a nd a  fa ir va lue  ra te  of re turn of 5.64 pe rce nt. S e ttle me nt
Exhibit No. 1 summa rize s  the  fa ir va lue  ra te  ba se , a djus te d ope ra ting income , a nd fa ir
va lue  ra te  of re turn tha t the  s igning pa rtie s  used for Se ttlement purposes  to de rive  a  base
ra te  increase  amount of approxima te ly $136.8 million.

Se ttlement Exhibit No. 2 pre sents  the  S igna torie s ' approach of reconciling the  amount of
ba s e  ra te  incre a s e  tha t is  provide d for in the  S e ttle me nt. It ha s  co lumns  for TEP 's
origina l filing, S ta ff's  dire ct filing, a nd the  S e ttle me nt. It s hows  how the  a djus tme nts
origina lly file d by TEP  a nd S ta ff we re  ultima te ly re s olve d, for S e ttle me nt purpos e s , in
deriving the  base  ra te  increase  of $136.8 million.

Atta chme nt RCS -7 pre s e nts  a  re concilia tion of the  juris dictiona l re ve nue  de ficie ncy of
a pproxima te ly $9.8  million on origina l cos t ra te  ba s e  ("OCRB") file d with  my dire ct
te s timony to the  $136.8 million incre a se  provide d for in the  S e ttle me nt Agre e me nt. My
tes timony in support of the  Se ttlement describes  the  re solution, for Se ttlement purposes ,
o f a  n u mb e r o f ma jo r imp a c t ite ms ,  in c lu d in g  S p rin g e rville  Un it l,  Accu mu la te d
De pre cia tion a nd pros pe ctive  de pre cia tion ra te s , a nd ite ms  s uch a s  S hort Te nn S a le s
Re ve nue  a nd Ga in  on  S a le  of S ON Allowa nce s . Atta chme nt RCS -8 pre s e nts  the
tra ns cript of my de pos ition in this  proce e ding which wa s  ta ke n by TEP  on Ma rch 10,
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2008. In tha t de pos ition, a  numbe r of the  more  importa nt is sue s  pe rta ining to this  ca se
were  discussed in additiona l de ta il

OIL Ratemaking Treatment of TEP 's  Gene ra tion /a sse ts  and Fue l Cos ts
S e ction III of the  S e ttle me nt Agre e me nt re s olve s  the  dis pute s  be twe e n the  pa rtie s
conce rning the  ra te ma ddng tre a tme nt of TEP 's  ge ne ra tion a sse ts . Pa ra gra ph 3.1 of the
S e ttle me nt Agre e me nt provide s , for ra te rna king purpose s , tha t S pringe rville  Unit 1 a nd
the  Luna  Ge ne ra ting S ta tion s ha ll be  include d in TEP 's  ra te  ba s e  a t the ir re s pe ctive
origina l cos ts . Moreover, a ll othe r gene ra tion a sse ts  acquired byTEP a fte r December 31,
2006, but be fore  De ce mbe r 31, 2012, s ha ll be  include d in  TEP 's  ra te  ba s e  a t the ir
re s pe ctive  orig ina l cos ts , s ubje ct to  the  Commis s ion 's  s ubs e que nt re gula tory a nd
ra temaking review and approva l.

IV. Cost of Ca pita l
The  S e ttle me nt Agre e me nt provide s  for a n ove ra ll cos t of ca pita l of 8.03 pe rce nt a nd a
5.64 pe rce nt fa ir va lue  ra te  of re turn ("FVROR"). It provide s  for a  re turn on e quity of
10.25 percent, which was the  Staff recommendation.

V. Depreciation and Cos t of Removal
Section V of the  Se ttlement Agreement addresses  deprecia tion ra tes . It provides  tha t TEP
s ha ll us e  the  de pre cia tion ra te s  conta ine d in S e ttle me nt Exhibit No. 5. In ge ne ra l, the
de pre cia tion ra te s  for Dis tribution a nd Ge ne ra l P la nt a re  cons is te nt with TEP 's  origina lly
tile d de pre cia tion s tudy. Additiona lly, for ge ne ra tion pla nt, the  re ma ining live s  a nd cos t
re cove ry ra te s  a re  cons is te nt with TEP 's  re vis e d de pre cia tion s tudy tha t wa s  file d with
TEP  witne s s  Kis s inge r's  re butta l te s timony. As  a  re s ult of S e ttle me nt ne gotia tions , a n
additiona l provis ion for increased accrua ls  for cos t of remova l on TEP 's  gene ra tion plant
ha s  be e n include d in die  de pre cia tion ra te s  provide d for in the  S e ttle me nt Agre e me nt.
This  provis ion is  close ly re la te d to the  compromise s  the  pa rtie s  re a che d conce rning the
a mount of Accumula te d De pre cia tion re fle cte d in ra te  ba s e . It provide s  for a dditiona l
bu ild -up  fo r TEP 's  Accumula te d  De pre cia tion  ba la nce  re la te d  to  cos t-o f-re mova l
accrua ls  on genera tion plant during the  ra te  mora torium period.

VL Implementa tion Cos t Recovery Asset
S e ction VI of the  S e ttle me nt Agre e me nt a ddre s s e s  the  ra te ma king tre a tme nt of the
Imple me nta tion Cost Re cove ry Asset ("ICRA"). Consis tent with S ta ff's
recommenda tion, $14.2 million is  included in ra te  base . Tha t amount is  amortized ove r a
four-ye a r pe riod, which is  a ls o cons is te nt with S ta ffs  re comme nda tion. Amounts  in
e xce s s  of the  $14.2 million tha t we re  origina lly re que s te d by TEP  ha ve  be e n re move d
from ra te  ba s e  a nd from a mortiza tion e xpe ns e . Additiona lly, P a ra gra ph 6 .2  of the
Se ttlement Agreement specifie s  tha t the  ICRA sha ll not be  included in ra te  base  or a s  an
a mortiza tion e xpe nse  in TEP 's  ne xt ra te  ca se . The  timing of whe n TEP  ca n tile  its  ne xt
ra te  ca se  is  a ddre s se d in S e ction X of the  S e ttle me nt Agre e me nt, which provide s  for a
ra te  case  mora torium.
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VIL P urcha s e d Power and Fuel Azyus tment Claus e
Section VII of the  Se ttlement Agreement addresses  the  provis ions  of the  PPFAC tha t has
be e n  a gre e d  to  by the  pa rtie s  th rough  the  p roce s s  o f ne go tia tion . Th e  p la n  o f
a dminis tra tion for the  PPFAC is  provide d in Se ttle me nt Exhibit No. 6. It is  re a sona ble  to
provide  for the  re cove ry of TEP 's  fue l a nd purcha s e d powe r cos ts  through a  P P FAC.
TEP  doe s  not curre ntly ha ve  a  P P FAC. Howe ve r, TEP  doe s  ha ve  s ignifica nt fue l a nd
purcha se d powe r cos ts . For the  re a sons  de scribe d in my dire ct te s timony tha t wa s  tile d
on Fe brua ry 29, 2008 in this  proce e ding, it is  re a sona ble  to provide  for the  re cove ry of
TEP's  fue l and purchased power costs  through a  PPFAC.

XV Fixed CTC True-Up Revenues
Other Staff witnesses are presenting Staffs position concerning the disposition of Fixed
CTC True-Up Revenue. I have been asked to provide the estimated amounts of such
revenue. Based on the information provided by TEP in response to Staff data request
LA-25-1, I have summarized these estimated amounts, by month and cumulatively, in a
table on pageError! Bookmark not defined.of my testimony.

XIX Fue l Aud it.
S e ction XIX of the  S e ttle me nt Agre e me nt a ddre s s e s  TEP 's  imple me nta tion of the  fue l
a udit re comme nda tions  s e t fo rth  in  S ta ffs  d ire ct te s timony. TEP  ha s  a gre e d  to
imple me nt S ta ff's  re comme nda tions . TEP  ne e d not comple te  its  imple me nta tion of such
re comme nda tions  prior to imple me nting the  P P FAC. S e ction XIX provide s  tha t TEP
s h o u ld  file  a n  imp le me n ta tio n  p la n  with in  9 0  d a ys  o f th e  e ffe c tive  d a te  o f th e
Commiss ion's  order approving the  Se ttlement Agreement.

Additiona lly, Mr. S mith will re s pond to the  te s timony of RUCO witne s s  Willia m
A. Rigsby. Specifica lly, he  will address  the  a spects  of the  se ttlement agreement to which
RUCO has taken issue :

O

o

Re concilia tion of S ta ff dire ct filing with S e ttle me nt Agre e me nt
The  amounts  of Fixed CTC Ta le -Up Revenues  and the  presenta tion of the
base  ra te  increase  in the  Settlement Agreement

O

o

o

O

The Base Cost of Fuel and Purchased Power

The Purchased Power and Fuel Adjustment Clause

Deprecia tion and Cost of Removal Rela ted Issues

S pringe rville  Unit l re la te d is sue s

Mr. Smith will a lso address  a  technica l correction to Section 7 of TEP 's  Rule s  and
Regula tions  concerning Line  Extensions tha t S ta ff be lieves  should be  made .
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Mr. Ra diga n's  te s timony will a ddre ss  the  following a re a s :

Re ve n u e  Allo c a tio n - The  S e ttle me nt Agre e me nt a t pa ra gra ph  2 .3
provide s  for ba se  ra te  re ve nue  of $828.2 million, which is  a  $47.1 million
in c re a s e  o ve r TEP 's  e xis tin g  b a s e  ra te  re ve n u e  o f $ 7 8 1 .1  millio n .
S e ttle me nt Exhibit 3 pre se nts  a  P roof of Re ve nue  which shows  how the
$828.2 million (inclus ive  of the  $47.1 million base  ra te  increa se ) ha s  been
s pre a d a cros s  the  s e rvice  cla s s ifica tions  s o dirt e a ch cla s s  re ce ive s  the
s a me  incre a s e  e xce pt tha t re s ide ntia l cus tome rs  who qua lify for life line
progra ms  do not re ce ive  a  ra te  incre a s e . The  a lloca tion  s hown on
Se ttlement Exhibit 3 and de scribed in subsection XVI-A of the  Se ttlement
Agreement is  a  reasonable  re solution of die  va rious  proposa ls  put forth by
pa rtie s  in the ir te s timony.

In c lin in g  Blo c k  Ra te  S t ru c tu re - Th e  S e ttle me n t Ag re e me n t,  in
subsection XVI-B , ca lls  for the  in troduction  of a n  inclin ing b lock ra te
s tructure . This  is  an important measure  to encourage  energy conse rva tion.
As  the  cus tome r us a ge  incre a s e s , the  price  for e a ch kph of e le ctricity
be come s  more  e xpe ns ive . This  should give  cus tome rs  the  s igna l to give
more  cons ide ra tion  in  us ing  powe r. The  ra te s  a re  a ls o  s e a s ona lly
diffe re ntia te d be twe e n s umme r a nd winte r, with the  winte r ra te s  lowe r
tha n the  summe r. The  s e a sona l diffe re ntia tion is  a n a dditiona l me a ns  to
make  cus tomers  more  aware  tha t power cos ts  a re  highe r during the  high-
usa ge  summe r pe riods . The  la rge s t use rs , though sma ll in numbe r, use  a
cons ide rable  amount of ene rgy. The re fore , tie r points  were  chosen for the
blocks  tha t would prote ct sma ll use rs  from se e ing la rge  incre a se s  M the ir
bills  but, a t the  same time, give  the  la rgest users  a  s igna l to conserve .

Tim e  o f Us e Ra te s - The  S e ttle me nt Agre e me nt, in s ubs e ction XVI-C,
provide s  for Time ~of-Us e  Ra te s . S e nding price  s igna ls  to cus tome rs
rega rding TEP 's  cos t to se rve  a t diffe rent times  of the  yea r and a t diffe rent
time s  of the  da y provide s  a n importa nt e ne rgy cons e rva tion ince ntive .
Thus , the  Se ttlement expands  the  ava ilability of time-of-use  ra te  schedules
a nd offe rs  the m on a n optiona l ba s is  ra the r tha n a  ma nda tory ba s is .
Furthe r, the  numbe r of time -of-use  ra te  sche dule s  ha s  be e n e xpa nde d in
orde r to give  cus tomers  maximum flexibility in choos ing the  ra te  schedule
tha t be s t suits  the ir life s tyle . Fina lly, the  ra te  de s ign for e a ch of the  ne w
ra te  schedules  gives  a  clear price  s igna l tha t the  best way for a  customer to
take  advantage  of time-of-use  ra tes  is  to shift usage  to the  off-peak period.

Life lin e  Ra te s - Th e  S e ttle me n t Ag re e me n t,  in  s u b s e c tio n  XVI-E ,
provide s  for prote ction for cus tome rs  ta king e le ctric s e rvice  from TEP
unde r low-income  ta riffs . Cus tome rs  on  life line  ra te s  will ke e p the ir
curre nt ra te s , a nd thos e  ra te  s che dule s  will be  a va ila ble  for ne w life line

l l l
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cus tome rs . Life line  ta riffs  will not be  s ubje ct to the  P P FAC. Howe ve r,
life line  ra te  cus tome rs  will be  subje ct to the  Re ne wa ble  Ene rgy Adjus tor
and the  Demand-Side  Management Adjustor. 'a

Large General Service and Large Light and Power Rates - The rates
for these service classes are seasonally differentiated and have substantial
non-fuel cost recovery through demand charges. Shifting cost recovery to
demand charges gives an incentive to customers to move usage from the
peak period to off-peak periods, thereby helping the Company to control
peak demand and reducing costs for all customers.
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Mr. Johnson will provide policy level testimony that summarizes the Settlement
process and the reasons why the Settlement is fair, balanced, and in the public interest.
Accordingly, die Settlement Agreement is in the public interest:

It is fair to ratepayers because it results in just and reasonable rates.

It is fair to the utility because it provides revenues necessary for the utility
to provide reliable electric service along with an opportunity for a
reasonable profit.

It promotes rate stability by establishing a four-year base rate increase
moratorium.

It balances many diverse interests, including those of low-income,
residential, commercial, and industrial customers, merchant generators,
retail energy marketers, and shareholders.

It will allow the elimination of long, complex litigation by resolving issues
associated with prior Commission decisions.

It promotes the public interest by facilitating the provision of reliable
electric service at the lowest reasonable rates.

It provides for no base rate increase to low-income customers.

It implements a demand-side management adjustor and performance
incentive.

It provides for expanded time-of-use options to customers.

It retains cost-of-service-based rate making treatment.

Additionally, Mr. Johnson will testify that the Agreement addresses and resolves
all of the main rate case issues, provides sufficient revenues and return for TEP to
maintain reliable electric service, and results in rates and charges which Staff believes are
just and reasonable.


